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6.3. Records. The Trustee will maintain such current, complete and accurate records and accounts with 
respect to the Collateral as will enable the Trustee to properly perform the duties of the Trustee hereunder with 
respect thereto. 


ARTICLE7 
COVENANTS 


7.1 Accounting; Financial Statements and Other Information. The Company shall maintain a standard 
system of accounting established and administered in accordance with generally accepted accounting principles, 
consistently followed throughout the periods involved, and will set aside on its books, all such proper reserves 
for each fiscal year for depreciation, obsolescence, amortization, credit and bad debt losses and other purposes 
as shall be required by such principles. The Company will deliver the following to the Trustee: 


(a) As soonas practicable after the end of each fiscal year, and in any event within 120 days thereafter, 
consolidated balance sheets of the Company as at the end of such fiscal year, and the related consolidated 
statements of income and of surplus of the Company for such fiscal year, in each case setting forth in 
comparative form the figures for the previous fiscal year, all in reasonable detail and accompanied by 
reports and opinions thereon of independent public accountants, which reports and opinions shall state in 
substance that such financial statements have been substantially prepared in accordance with generally 
accepted accounting principles consistently applied (except for specified changes in application in which 
such accountants concur); 


(b) Within 120 days after the end of each fiscal year, an Officers Certificate signed by (i) the President 
or Chairman of the Board of the Company and by (ii) the Secretary, Chief Financial Officer or a 
Vice-President of the Company, certifying that as of the date of such Officer’s Certificate there is, to the best 
of such officers’ knowledge, no Event of Default then existing or specifying the nature and period of 
existence of any Event of Default then existing; 


(c) Promptly upon becoming aware of the existence of any Event of Default, a written notice 
specifying the nature and period of existence thereof and what action the Company is taking or proposes to 
take with respect thereto; and 


(d) Promptly upon becoming aware that the holder of any Note has given notice or taken any other 
action with respect to a claimed Event of Default, a written notice specifying the notice given or actign 
taken by such holder and the nature of the claimed Event of Default and what action the Company is 
taking or proposes to take with respect thereto. 


7.2. Inspection. The Company will permit any authorized representative of the Trustee to visit and inspect 
any of the books or other records of the Company which relate to this Agreement or to the transactions 
contemplated hereby, to make copies and extracts therefrom, and to discuss its affairs, finances and accounts 
insofar as they relate to this Agreement with its officers, all at such reasonable times, upon reasonable written 
notice, and-as often as may be reasonably requested. The Trustee shall have no duty to make any such 
inspection, and the Company shall not be relieved of any obligation hereunder by reason of the fact that the 
Trustee has not made such inspection. 


7.3 Maintenance of Corporate Existence; Merger. The Company will at all times preserve and keep in full 
force and effect its corporate existence, rights and franchises; provided that the Company may merge or 
consolidate with or transfer its assets substantially as an entirety to any other corporation, domestic or foreign, 
or become a party to any corporate reorganization which would have substantially the same effect, if the 
successor corporation assumes all of the Company’s obligations on the Notes and under this Agreement. 


7.4 Payment of Notes and Maintenance of Office. The Company will punctually pay or cause to be paid 
the principal and interest to become due in respect of the Notes according to the terms thereof and will maintain 
an office in the State of California where notices, presentations and demands in respect of this Agreement or the 
Notes may be made upon it. Such office shall be maintained at 411 West Seventh Street, Suite 800, Los Angeles, 
California 90014 until such time as the Company shall notify the Trustee and the holders of the Notes of any 
change of location of such office. ‘ 
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7.5 Title Insurance Disputes. In the event the Trustee shall be the issuer of any policy of title insurance 
with respect to a deed of trust securing a Pledged Note, and any dispute shall arise between the Company and 
the Trustee with respect to or arising out of such title insurance policy, then within 90 days after demand by the 
Trustee, the Company shall, unless.such dispute has been resolved, deliver to the Trustee cash for deposit into 
the Collateral Account and/or additional Pledged Notes, in a total amount sufficient to obtain the release under 
Section 5.4 of the Pledged Note secured by such deed of trust, and_such Pledged Note shall thereupon be 
released by the Trustee to the Company. Funds delivered by the Company to the Trustee hereunder for deposit 
into the Collateral Account shall be held and dealt with in the same manner as other funds in the Collateral 
Account. 


7.6 Covenants Upon Pledged Note Foreclosure Proceedings. \n the event any foreclosure proceedings are 
commenced by the Company under any deed of trust securing a Pledged Note, the Company shall either: (a) 
prior to the foreclosure sale, deliver to the Trustee cash for deposit into the Collateral Account and/or 
additional Pledged Notes, in a total amount sufficient to obtain the release under Section 5.4 of the Pledged 
Note secured by such deed of trust (which Pledged Note shall thereupon be released by the Trustee to the 
Company); or (b) bid at such foreclosure sale an amount sufficient to pay in full the entire unpaid principal 
balance of the Pledged Note secured by the deed of trust being foreclosed, plus all accrued interest thereon, plus- 
all costs, fees and expenses payable to the Trustee under such deed of trust. 


7.7 -Covenants Upon Default on Pledged Notes. If at any time the aggregate unpaid principal balance of 
the Pledged Notes (other than Non-Qualified Pledged Notes), plus the total amount in the Collateral Account, 
is less than 90% of the aggregate unpaid principal balance of the Notes issued hereunder, then the Company 
shall, within 60 days after written demand by the Trustee, deliver to the Trustee cash for deposit into the 
Collateral Account and/or additional Pledged Notes such that the total of the funds in the Collateral Account 
plus the aggregate unpaid principal balance of all Pledged Notes (other than Non-Qualified Pledged Notes) is at 
least equal to 90% of the aggregate unpaid principal balance of the Notes issued hereunder. As used herein, the 
term “Non-Qualified Pledged Notes” shall mean Pledged Notes on which there is an existing uncured default in 
the payment of principal and/or interest, which default has existed for a period of 90 days or more. 


ARTICLE 8 
EVENTS OF DEFAULT: REMEDIES 


8.1 Events of Default. With respect to the Notes issued hereunder the following events or conditions shall 
constitute “Events of Default” for purposes of this Agreement: 


(a) If the Company shall fail to pay any payment of principal or interest on the Notes, when due; or 


(b) If the Company shall fail to pay any payment of interest on the Notes when due, and such failure 
shall continue for 15 days; or 


(c) If the Company shall fail to perform or observe any other term of this Agreement and such failure 
shall continue for more than 60 days after written notice thereof is given to the Company by the Trustee; or 


(d) If any material representation, warranty or other statement relating to the Notes, made by or on 
behalf of the Company and contained herein or in any certificate or other document delivered pursuant 
hereto, shall prove to have been false or untrue in a material respect, and the same remains uncured for 
more than 60 days after the date written notice thereof is given to the Company by the Trustee; or 


(e) If a receiver, liquidator or trustee of the Company or of all or any substantial part of its property 
shall be appointed by court order and such order remains in effect for more than 60 days; or the Company 
shall be adjudicated bankrupt or insolvent; or a petition shall be filed against the Company under any 
bankruptcy, reorganization, arrangement, insolvency, readjustment of debt, dissolution or liquidation law 
of any jurisdiction, whether now or‘hereafter in effect, and the same is not dismissed or stayed within 60 
days after such filing; or 


(f) If the Company shall file a petition in voluntary bankruptcy or seeking relief under any provision of 


any bankruptcy reorganization, arrangement, insolvency, readjustment of debt, dissolution or liquidation 


law of any jurisdiction, whether now or hereafter in effect, or consent to the filing of any petition against it. 


under any such law; or 


(g) If the company shall make an assignment for the benefit of its creditors, or admit in writing its 
inability to pay its debts generally as they become due, or consent to the appointment of a receiver, trustee 
‘or liquidator of the Company or of all or any substantial part of its property. 


8.2 Remedies Upon Default. \f an Event of Default shall occur, the Trustee in its discretion may, and on 
the written request of holders of a majority in aggregaté principal amount of Notés outstanding and'upon being 
indemnified to its satisfaction shall, exercise any right, power or remedy permitted to the Trustee by this 
Agreement or by law, and shall have, in particular, without limiting the generality of the foregoing, the right to 
do one or more of the following: 


(a) Declare the entire principal amount of the Notes then outstanding to be immediately due and 
payable, together with interest accrued thereon, all without. presentment, demand, protest or notice, all of 
which are hereby waived: 


(b). Proceed to protect and enforce its rights by an action at law, suit in equity or other appropriate 
proceeding, whether for the specific performance of any covenant, contained herein or for an injunction 
against a violation of any of the terms of this Agreement or in aid of the exercise of any power granted 
hereby or thereby or by law; 


(c) Exercise all the rights, powers and remedies (whether vested in it by this Agreement or by law or 
otherwise) for the protection and enforcement of its rights’in respect of the Collateral, including without 
limitation the rights, powers and remedies of'a secured party under'the Uniform Commercial Code. 


The Trustee may waive any Event of Default, without the consent of the holders of the Notes, provided no 
declaration has been made pursuant to clause (a) of this Section 8.2, and provided such Event of Default has 
been cured. If a declaration is made pursuant to clause (a) of this Section 8.2, then and in every such case the 
holders of a majority in aggregate principal amount of the Notes then outstanding may, by written instrument 
filed with the Trustee and the Company, rescind and annul such declaration, and the consequences thereof, if at 
the times such declaration is annulled and rescinded: (A) no judgment or decree has been entered for the 
payment of any moneys duc pursuant to the Notes; (B) all arrears of interest upon the Notes and all other sums 
payable under the Notes (except any principal or interest on the Notes which has become due and payable by 
reason of such declaration) shall have been duly paid; (C) each and every other Event of Default with respect to 
the Notes shall have been waived pursuant to Section 10.1 or otherwise made good or cured, and (D) ‘all sums 
paid or advanced by the Trustee hereunder and the reasonable compensation, expenses, disbursements and 
advances of the Trustee, its agents and counsel have been paid, and provided further that no such rescission and 
annulment shall extend to or affect any subsequent Event of Default with respect to the Notes or impair any 
right or consequence thereon. 


8.3 No Waiver. No course of dealing on the part of the Trustee or any holder of the Notes or any delay or 
failure on the part of the Trustee or any holder of the Notes.to exercise any right shall operate as a waiver of 
such right or otherwise prejudice the Trustee or such holder's rights, powers and remedies. 


8.4 Costs. In the’event of any litigation between the Company and the holders of the Notes based upon a 
claimed or alleged Event of Default, the non-prevailing party shall pay to the prevailing party, to the extent 
permitted by law, such amounts as shall be sufficient to cover the costs and expenses, including but not limited 
to reasonable attorneys’ fees, incurred by such prevailing party in connection therewith. 


8.5 Application of Proceeds of Sale: Disposition of Other Funds. The proceeds of any foreclosure, sale or 
other disposition of or other realization upon the Collateral and all monies received in connection herewith, and 
any other monies at any time held by the Trustee for which no other disposition is provided i in this Agreement 
shall be applied as follows: 


— 
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or registration of transfer, and upon such sale, exchange, presentation, collection, renewal or transfer, such 
escrow or attorney shall deliver to the Trustee any and all proceeds thereof in the form received. 


5.6 Rights of the Company With Respect to the Collateral. Provided no Event of Default, which remains 
uncured, exists with respect to the Notes issued hereunder, the Company shall have the right to compromise, 
amend, modify, renew, change the rate of interest on, extend the time for payment or performance of, waive 
defaults under, and otherwise deal as owner with the Pledged Notes, the Pledged Note Guarantees, and the 
Pledged Note Security Documents, and to release any parties thereto or collateral therefor, and on request of the 
Company the Trustee shail execute and deliver all such documents and instruments take all such actions as may 
be requested by the Company in order to effectuate the same; provided, however, that in no event shall the 
Company (i) cancel any unpaid principal balance of the Pledge Notes unless concurrently the Company shall pay 
to the Trustee an amount equal to the unpaid principal balance of the Pledged Notes being cancelled, which sum 
shall be deposited in the Collateral Account, (ii) release any real or personal property serving as collateral for any 
Pledged Notes, unless the Company shall deliver to the Trustee an Officer’s Certificate stating that in the good 
faith judgment of the Company the liquidation value of the remaining collateral (and any additional collateral 
obtained concurrently therewith) is at least equal to 100% of the’then unpaid principal balance of the Pledged 
Note secured thereby, and (iii) release any party thereto unless the Company -shall- deliver to 
the Trustee an Officer’s Certificate stating that in the good faith judgment of the Company the credit-worthiness 
of the remaining- parties (and any additional parties added concurrently therewith) is adequate in light of the 
unpaid balance of the Pledged Note, the collateral securing the same, and such other facts and circumstances as 
the.Company deems relevant: In the event of‘any material compromise, amendment, modification, renewal, 
change in interest rate, extension or waiver with respect to any Pledged Notes, Pledged Note Security 
Documents or Pledged Note Guarantees, the Company shall promptly give written, notice thereof to the Trustee 
and shall deliver to the Trustee original copiés of all documents and instruments executed in connection 
therewith. 


5.7 Collection of Pledged Notes. The Company shall have the sole obligation to collect the Pledged Notes 
and enforce all rights and remedies in respect of the Collateral, and on-request of the Company the Trustee shall 
execute and deliver such documents and instruments (including without limitation, the release and reassignment 
of Collateral) and take such actions as may be requested by the Company in order to effectuate the same. The 
Trustee shall have no responsibility with regard to any of the foregoing obligations « of.the Company, and the 
Company shall indemnify and hold the Trustee harmless with respect thereto. The Company shall direct the 
makers of the Pledged Notes to make all payments of principal, interest and prepayment fees (if any) on the- 
Pledged Notes by check made payable to the order of the Trustee and to send such check to the Company. All 
such- payments ‘of-principal, interest and prepayment fees ‘collected by the Company:shall be remitted by the 
Company to the Trustee, in the form received. All principal payments on the Pledged Notes shall be credited to 
the Collateral Account, and all interest payments and prepayment fees if any) shall be credited to the Interest 
Account. All other sums collected with respect to Pledged Notes, Pledged Note Guarantees and Pledged Note 
Security Documents, including without limitation attorneys’ fees, costs, expenses, and late charges shall be paid 
toand retained by the Company, and i in the event any payments made to the Trustee include any such sums, as 
shown by an Officer’s Certificate, such sums shall be paid by the Trustee to the ‘Company. 


ARTICLE 6 
ADMINISTRATION OF COLLATERAL BY TRUSTEE” 


6.1 Receipt and Custody of Collateral. The Trustee shall receive, and retain ‘custody of, the Pledged Notes, 
the Pledged Note Guarantees, and the Pledged Note Security Documents i in accordance with the terms of this 
Agreement. 


6.2 Additional Documents. The Company will deliver or cause to be delivered to the Trustee all such 
additional records and certificates and other instruments as shall be necessary of appropriate in order for the 
Trustee to maintain current,-complete and accurate-records concerning the Pledged Notes, the Pledged Note 
Guarantees, and the Pledged Note’Security Documents so as to enable the Trustee to perform all of the duties of 
the Trustee hereunder with respect to the Collateral. 


™ 


5.2 Perfection of Security Interest. (a) The Company will cause deeds of trust and financing statements 
(including any necessary continuation statements) with respect to the real and personal property security 
interests created by the Pledged Note Security Documents to be at all times filed and recorded, as the case may 
be, in such manner and in such places as may be required by law in order fully to preserve and protect the rights 
of the Trustee and the holders of the Notes hereunder and to perfect such security interests. 


(b) The Company represents and warrants that its chief executive office is locatéd in the State of 
California, and in the event that the Company changes the location of its chief executive office, the 
Company will forthwith notify the Trustee of the new location and will make such additional filings under 
the Uniform Commercial Code or other applicable law as may be necessary to assure compliance with this 
Section 5.2. The Company consents to the filing by the Trustee of any financing statement or continuation 
statement (which, at the sole option of the Trustee, need not be signed by the Company) in any place and at 
any time that the Trustee deems the filing thereof necessary in order to assure compliance with this Section 5.2. 


(c) The Company shall pay the costs of any filings pursuant to this Section 5.2 deemed necessary or 
appropriate by the Trustee, 


5.3 Compliance with Pledged Note Security Documents. The Company will duly perform and comply 
with all of the terms of the Pledged Note Security Documents to be performed or complied with by it and will 
take all such action.to that end as from time to time may be requested by the Trustee. If the maker or other 
party to any of the Pledged Notes, the Pledged Note Guarantees, or Pledged Note Security Documents shall fail 
to perform any material act required to be performed by it thereunder and such failure continues for 60 days 


after the date the Company first’ obtains actual knowledge of such failure, the Company shall give notice of such * 


failure to the Trustee promptly after the expiration of such 60-day period. The Company shall furnish to the 
Trustee, promptly upon receipt thereof, copies of all material notices, demands and other communications that 
the Company may receive from any other party to any of the Pledged Notes, the Pledged Note Guarantees, or 
Pledged Note Security Documents, which in the good faith judgment of the Company will materially and 
adversely affect the interests of the Trustee therein. 


5.4 Release of Collateral. In the event of any payment or prepayment in full of the entire unpaid principal 
amount of and all interest accrued on, any of the Pledged Notes, upon the written request of the Company, the 
Trustee shall release from the lien of this Agreement said Pledged Notes and the Pledged Note Guarantees and 
the Pledged Note Security Documents related thereto held by it and shail execute such requests for 
reconveyance, termination statements, and other documents and instruments with respect thereto as the 
Company may request, all of which shall be prepared by the Company at its expense. In the event the Company 
advises the Trustee in writing that the entire unpaid principal amount of and all accrued interest on any of 
Pledged Notes is to be paid through an escrow or an attorney designated by the Company, said Pledged Notes 
and the Pledged Note Guarantees and Pledged Note Security Documents relating thereto, and said termination 
statements, requests for reconveyance and other documents and instruments shall be delivered by the Trustee to 
said escrow or attorney against payment of said unpaid principal amount and accrued interest. In the event at 
any time the unpaid principal balance of the Notes is less than the total of the funds in the Collateral Account 
plus the aggregate unpaid principal balance of the Pledged Notes, as shown in an Officer’s Certificate delivered 
by the Company to the Trustee, the Trustee shall release to the Company, at the Company’s option, funds from 
the Collateral Account and/or Pledged Notes selected by the Company in an unpaid principal amount such that 
the total’of the funds remaining in the Collateral Account plus the unpaid principal balance of the remaining 
Pledged Notes will be not less than the unpaid principal balance of the Notes. With respect to any Pledged 
Notes so released, the Trustee shall deliver and assign to the Company the Pledged Notes and the related 
Pledged Note Guarantees and Pledged Note Security Documents without recourse, representation or warranty, 
Notwithstanding.the release of all or any portion of such Collateral, the obligations of the Company to the 
Trustee under Section 9.3 hereof shall survive. 


5.5 Temporary Release of Pledge Notes. Upon the written request of the Company, the Trustee shall 
deliver to such escrow or attorney as the Company shall designate such Pledge Notes, Pledge Note Guarantees, 
and Pledge Note Security Documents as the Company shall request, to be held by such escrow or attorney on 
behalf of the Trustee for purposes of the ultimate sale or exchange thereof or of presentation, collection, renewal 


“ 


oo 
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First: To the payment to the Trustee for any fees, expenses, costs or liabilities incurred for which the 
Trustee is entitled to payment, reimbursement or indemnity from the Company and for which the Trustee 
has not been paid or reimbursed from any other source; 


Second: To pay the costs and expenses of the sale or other disposition (including without limitation 
reasonable attorneys’ fees incurred in connection therewith), and any taxes, assessments or other charges, 
prior to any lien or pledge created under or pursuant to this Agreement, which the Trustee may consider it 
necessary or desirable to pay; 


- Third: To the payment of accrued interest and principal due on the Notes, pro rata: 
Fourth: To the payment of principal on the Notes, pro rata; 
Fifth: The balance, if any, shall be paid to the Company. 


If the said proceeds are not sufficient to enable the Trustee to make the payments provided for in paragraphs 
First, Second, Third and Fourth above, the Company shall remain liable for the deficiency. 


If the said proceeds are not sufficient to enable the Trustee to make the payments provided for in paragraphs 
First, Second, Third and Fourth above, the Company shall remain liable for the deficiency 


8.6 Right of Trustee to Perform Covenants. If the Company shall fail to make any payment or perform 
any act required to be made or performed hereunder, the Trustee, upon ten days written notice to the Company 
and without waiving or releasing any obligation or Event of Default, may (but shall be under no obligation to) 
at any time thereafter make such payment or perform such act for the account and at the expense of the 
Company. All sums so paid by the Trustee and all costs and expenses (including, without limitation, reasonable 
attorneys’ fees) so incurred, together with interest thereon at the rate of 10% per annum, from the date of 
payment, shall constitute additional indebtedness secured by this Agreement and shall be paid by the Company 
to the Trustee on demand. 


8.7 Remedies Cumulative. Each right, power and remedy of the Trustee provided for in this Agreement 
shall be cumulative and concurrent and shall be in addition to every other right, power or remedy provided for 
in this Agreement or now or hereafter existing in any other instrument or agreement, at law or in equity or by 
statute or otherwise, and the exercise by the Trustee of any one or more of the rights, powers or remedies 
provided for in this Agreement now or hereafter existing in any other instrument or agreement, at law or in 
equity or by statute or otherwise shall not preclude the simultaneous or later exercise by the Trustee of any or all 
such other rights, powers or remedies. Without limiting the generality of the foregoing, the Trustee may act to 
foreclose any lien created under or pursuant to this Agreement or may exercise any one or more of the other 
rights, powers or remedies of the Trustee provided for in this Agreement, all at the same time or at different 


* times and in any order, as the Trustee may elect, and any such foreclosure or exercise by the Trustee shall not be 


a bar to, or prejudice in any manner or otherwise affect, any other such foreclosure or exercise, so long as any 
part of the principal of, or interest on the Notes at the time outstanding or any other sums secured pursuant to 
this Agreement shall remain unpaid. 


8.8 No Waiver. No failure by the Trustee or of any holders of any of the Notes to insist upon the strict 
performance of any term hereof or to exercise any right, power or remedy consequent upon any breach hereof 
shall constitute a waiver of any such term or of any such breach. No waiver of any breach shall affect or alter 
this Agreement, which shall continue in full force and effect with respect to any other then existing or 
subsequent breach. 


8.9 Trustee May File Proofs of Claim. In case of the pendency of any receivership, insolvency, 
liquidation, bankruptcy, reorganization, arrangement, adjustment, composition or other judicial proceeding 
relative to the Company or the property of the Company, the Trustee (irrespective of whether the principal of 
the then outstanding Notes shall then be due and payable as therein expressed or by declaration in accordance 
with Section 8.2 hereof, or otherwise) shall be entitled and empowered, by intervention in such proceeding or 
otherwise, 


(a) to file and prove a claim for the whole amount of principal and interest owing and unpaid in respect 
of the then outstanding Notes and to file such other papers or documents as may be necessary 


I 


or advisable in order to have the claims of the Trustee (including any claim for the reasonable 
compensation, expenses, disbursements and advances of the Trustee, its agents and counsel) and of the 
holders of the then outstanding Notes allowed in such proceeding, and - 


(b) to collect and receive any monies or other property payable or deliverable on any such claims and 
to distribute the same; 


and any receiver, assignee, trustee, liquidator, sequestrator or other similar official in any such proceeding is 


hereby authorized by each holder of any Note to make such payments to the Trustee,-and in the event that the 
Trustee shall consent to the making of such payments directly to the holders, and to pay to the Trustee any 
amount due to it for the reasonable compensation, expenses, disbursements and advances of the Trustee, its 
agents and counsel, and any other amounts due the Trustee under Section 9.3 hereof. Nothing herein contained 
shall be deemed to authorize the Trustee to authorize or consent to or accept or adopt, on behalf of any holder 
of any Note, ‘any plan of reorganization, arrangement, adjustment or composition affecting the then 
outstanding Notes or the rights of any holder thereof, or to authorize the-Trustee to vote in respect of the claim 
of any holder thereof in any such proceeding. 


8.10 Trustee May Enforce Claims.Without Possession of Notes. All rights of action and claims under this 
Agreement or the Notes may be prosecuted and-enforced by-the Trustee without the possession of any of the 
Notes or the production thereof in any proceeding relating thereto, and any such proceeding instituted by the 
Trustee shall be brought in its own name as trustee of an express trust, and any recovery of judgment shall, after 
provision for the payment of the reasonable compensations, expenses, disbursements and advances of the 
Trustee, its agents and counsel, be for the ratable benefit of, the holders of the then outstanding Notes in respect 
of which such judgment has been recovered. 


8.11 Limitation on-Suits. No holder of any Note shall have any right to enforce, or institute any 
proceeding, judicial or otherwise with respect to, the Notes or this Agreement or for the appointment of a 
receiver-or trustee, or for any other remedy hereunder, unless: 


(a) such: holder has previously given written notice to the Trustee of a continuing Event of Default; 
and 


(b) the holders of a majority in principal amount of the outstanding Notés’shall have made written 
request to the Trustee to institute proceedings in respect of such Event of Default'in its own name as ‘Trustee 
hereunder; and ; 


-(c) such holder or holders have offered to the Trustee reasonable indemnity against the costs, expenses. _ 


and liabilities to be incurred in compliance with such request; and 


(d) the Trustee for 60 days after its receipt ‘of stich notice, request and offer of indemnity has failed to 
institute any such proceeding; and 


(e) no-direction inconsistent with such written request has been given to the Trustee during such 60 
day period by the holders of a majority in principal amount of the outstanding Notes; 


it being understood and intended that no one or more holders of any Notes shall have any rights in any manner 
whatever by virtue of any provision of this Agreement to affect,-disturb or prejudice the rights of any other 
holders of any Notes, or to obtain or to seek to obtain priority or preference over any other holders of any Notes 
orto enforce any right under this Agreement, except in the manner herein provided and for the ratable benefit 
of all the holders of all outstanding Notes. 


ARTICLE 9 
THE TRUSTEE 


9.1 Duties of Trustee to Enforce Agreement. The Trustee, for the pro rata benefit of the holders of all the 
Notes from time to time outstanding, will from time to time take such action for the protection and enforcement 
of their rights under this Agreement as may be necessary or appropriate in the interests of the holders of the 
Notes, provided that: ‘ 


~ 


deliver to the Trustee a form of Uniform Commercial Code Assignment executed to the Company as 


Secured Party in favor of the Trustee as the Assignee of Secured Party with respect to the Financing - 


Statement shown in the Schedule. 


4.5 Payment of Principal on Notes. On the date the principal of the Notes is due, the Trustee shall make 
such payment out of funds-in the Collateral Account. In the event the funds in the Collateral Account are 
insufficient to make such payment, the Company shall promptly cure the deficiency. In the event the Company 
elects to make a prepayment of principal or interest on any Note pursuant to Section 3.1, with the consent of the 
Note holder, the Trustee shall make such prepayments out of funds in the Collateral Account and Interest 
Account, respectively, upon receipt of written instructions from the Company to do so. 


4.6 Limited Duty of Trustee. The Trustee shall not have any duty to examine, ascertain or investigate the 
validity, authenticity, accuracy, due execution or delivery of any of the Pledged Notes, Pledged Note 
Guarantees, or Pledged Note Security Documents, nor the binding effect or enforceability of any of the same or 
any of the provisions of the same, nor any responsibility or.duty with respect to the perfection or maintenance of 
any security interest granted pursuant thereto, and the Trustee shall, in all respects, be entitled to rely on the 
truth and accuracy of the representations and warranties made by the Company pertaining or related to the 
Pledged Notes, the Pledged Note Guarantees, and the Pledged Note Security Documents, whether made by the 
Company in the Schedule or otherwise. The Trustee shall have no duty whatsoever to investigate or inquire into 
the real property or other assets securing the Pledged Notes, or the value thereof, or any insurance covering the 
same (including without limitation any title insurance provided by the Trustee or any affiliated company, or 
any other matter pertaining thereto. . 


ARTICLE 5 
THE COLLATERAL 


5.1 Warranties as to Collateral.. With respect to all collateral the Company represents and warrants as 
follows: 


(a) At the time of the delivery of the same to the Trustee, the Pledged Notes, Pledged Note 
Guarantees, and Pledged Note Security Documents will have been duly authorized, executed and delivered 
by or on behalf of the parties thereto and will constitute the legal, valid and binding obligations of the: 
parties thereto, and, at the time of the delivery of the same to the Trustee, there will have been no waiver, 
amendment or modification of any of the terms thereof. 


(b) The Company will, at the time of.the delivery of the same to the-Trustee, have good title to the 
Pledged Notes and a valid encumbrance on the collateral described in the Pledged Note Security 
Documents, and the Pledged Notes. ; 


(c) At the time of the delivery of the same to the Trustee, there will have been no prepayment or 
discount of the outstanding principal balance of the Pledged Notes, except-as shown on the Schedules 
pertaining thereto, there will exist no right of setoff, recoupment, counterclaim or defense against the 
payment of the Pledged Notes, and the Company will have no knowledge of any facts or circumstances 
which would materially impair the value to the Trustee of the Pledged Notes, the Pledged Note Guarantees, 
or the Pledged Note Security Documents. 


(d) At the time of the delivery of the same to the Trustee, the Company will have the full and 
unqualified power and authority:to assign and deposit with the Trustee the: Pledged Notes, the Pledged 
Note Guarantees, and the Pledged Note Security Documents. 


(e) The.Company will have no knowledge of any material default or event of default under the 
Pledged Notes, the Pledged Note Guarantees or the Pledged Note Security Documents, at the time of the 
delivery of the same to the Trustee. 


‘4.2. Authentication of Notes. No Note shall be entitled to the security. afforded by this Agreement, as it 
may be supplemented and amended from time to time, unless such Note has been duly authenticated by the 
Trustee by its execution of a certificate in the form set forth in the form of Note. No such Note shall be 
authenticated by the Trustee unless the conditions specified in this Article 4 have been satisfied. Each Note 
issued hereunder shall be dated and authenticated as of the date of its issue (“Authentication Date”). 


4.3 Conditions to Authentication. No Notes shall be authenticated by the Trustee unless the Trustee shall 
have received the following: A Company Request, specifying the Authentication Date and the principal amount 
of the Notes to be authenticated by the Trustee pursuant to this Agreement, together with Subscription Funds in 
an amount equal to the principal amount of the Notes to be authenticated. No Notes may be authenticated by 
the Trustee hereunder if the Trustee has received written notice from the Company that an Event of Default as 
defined in Section 8.1, exists on the Authentication Date. 


4.4 Release of Funds from Collateral Account, The Trustee shall, from time to time, release to the 
Company or such escrow holder (if such release to an escrow holder is prior to delivery of the items described in 
Pargraphs 4.4(a) through (f) ‘hereof, then only if the Trustee is a party to the escrow), title company or other 
fiduciary, as Company shall designate in writing, from the Collateral Account such amounts as the Company 
shall specify, upon delivery to the Trustee of the following: 


(a) Schedules and Assignments. One or more Schedules and Assignments of Pledged Notes, Pledged 
Note Guarantees, and Pledged Note Security Documents, substantially in the form of Exhibit 1 hereto, on 
which the aggregate unpaid principal balance of the Pledged Notes, as such unpaid principal balance is 
shown on such Schedules is not less than the amount to be released to the Company from the Collateral 
Account. This condition shall be satisfied, if there is an interim lender or other person (the “Interim 
Lender”) to which the Pledged Notes, Pledged Note Guarantees, and Pledged Note Security Documents 
have previously been assigned, by the due execution and delivery of an assignment thereof by the Company 
to the Interim Lender and the subsequent assignment of the same (without recourse, representation or 
warranty) by the Interim Lender to the Trustee or the Company. . 


(b) Pledged Notes, Pledged Note Guarantees, and Pledged Note Security Documents. The original 
copies of all Pledged Notes, Pledged Note Guarantees (if any) and Pledged Note Security Documents 
identified in the Schedule delivered to the Trustee; provided, however that the Company may deliver to the 
Trustee a conformed copy of any Deed of Trust or Mortgage identified in the Schedule in lieu of the 
original thereof. The Company covenants that promptly upon the return of any such Deed of Trust or 
Mortgage to the Company by the applicable recording office, the Company will deliver the same to the 
Trustee. 


(c) Assignment of Deed of Trust. A conformed copy of an Assignment of Deed of Trust or Mortgage, 
with respect to any Deed of Trust or Mortgage identified in the Schedule, executed by the Company in 
favor of the Trustee, showing the recording of the same in the office of the County Recorder identified in 
the Schedule. The Company covenants that promptly upon the return of any such Assignment of Deed of 
Trust or Mortgage to the Company by the applicable recording office, the Company will deliver the same to 
the. Trustee. 


(d) Title Insurance Commitment. A copy of a commitment to issue title insurance with respect to any 
real property subject to any Deed of Trust or Mortgage delivered pursuant to subparagraph (b) above. The 
Company covenants that, promptly upon receipt of the title insurance policy issued pursuant thereto, it will 
deliver the same to the Trustee. Said title insurance commitment and title insurance policy may be issued by 
the Trustee. 


(e) Financing Statement. A copy of any and all Uniform Commercial Code Financing Statements 
shown on such Schedule, stamped to show the filing of the same in the governmental office identified in the 
Schedule. 


(f) Assignment of Financing Statement. In the event any Financing Statement delivered by the 
Company to the Trustee pursuant to Paragraph 4.4(e) above does not show the Trustee as the assignee of 
the secured party, the Company shall, concurrently with the delivery of the Schedule to the Trustee, also 


(a) Unless and until an Event of Default shall have occurred and be continuing, the Trustee shall not 
be obligated to take any action hereunder except for the performance of such duties as are specifically set 
forth herein and no implied covenants or obligations shall be read into this Agreement against the Trustee; 


(b) The Trustee, in the absence of actual knowledge, shall not be deemed to have knowledge of the 
existence of any Event of Default unless notified in writing by the Company or any holder of any of the 
Notes at the time outstanding; 


(c) In case an Event of Default has occurred and is continuing, the Trustee shall exercise such of the 
rights and powers vested in it by this Agreement, and shall use the same degree of care and skill in their 
exercise, aS a prudent man would exercise or use under the circumstances in the conduct of his own 
affairs; : - 


(d) Unless an Event of Default shail have occurred and be continuing, the Trustee may conclusively 
rely in good faith, as to the truth of the statements and the correctness of opinions expressed therein, upon 
certificates or opinions furnished to the Trustee by the Company or others and conforming to the 
requirements of or contemplated by this Agreement; 


(ce) The Trustee shall not be liable to any holder of Notes or to any other person for any error of 
judgment made in good faith by a responsible officer or officers of the Trustee, unless it shall be proved 
that the Trustee was negligent in ascertaining the pertinent facts; 


(f) The Trustee shall not be liable with respect to any action taken or omitted to be taken by it in 
good faith in accordance with the direction of the holders of a majority in pcincipal amount of the Notes 
.at the time outstanding, relating to the time, method or place of conducting any proceeding for any 
remedy available to the Trustee, or exercising any trust or power conferred upon the Trustee, under this 
Agreement; and 


(g) No provision of this Agreement shall require the Trustee to expend or risk its own funds or 
otherwise incur any financial liability in the performance of any of its duties hereunder, or in the exercise 
of any of its rights and powers, if it shall have reasonable grounds for believing that repayment of such 
funds or adequate indemnity against such risk or liability is not reasonably assured to it. 


9.2 Concerning the Trustee. The Trustee hereby accepts the trusts of this Agreement for the pro rata 
benefit of the holders of all of the Notes from time to time outstanding, but only upon the terms herein set 
forth, including the following; 


(a) The Trustee makes no representation as to the value, genuineness or condition of the Collateral 
or any part thereof, or as to the title of the Company thereto or as to the security afforded thereby or 
hereby. The Trustee makes no representation or warranty as to the validity, sufficiency, legality or 
enforceability of this Agreement, the Notes or the Collateral, or as to the correctness of any statement or 
recital contained in any thereof. 


(b) The Trustee shail be under no responsibility or duty with respect to the application of the 
proceeds of any of the Notes or of any monies paid to the Company, or upon Company order under any 
of the provisions thereof. 


(c) The Trustee may execute any of the trusts or powers hereof and perform any duty hereunder 
-either directly or through its agents or attorneys. 


(d) The Trustee may consult with legal counsel selected by it in connection with the subject matter of 
this Agreement (who may be an employee of or counsel to the Company), and shall not be liable for any 
action taken or omitted by it in good faith in accordance with the advice of such counsel. 


(e) The Company will indemnify the Trustee for, and hold it harmless against, any loss, liability or 
expense incurred without negligence or bad faith on its part, arising out of or in connection with the 
acceptance or administration of this Agreement, including, but not limited to, the costs and expenses of 
defending itself against any claim or liability in connection with the exercise or performance of any of its ~ 
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powers or duties hereunder, and any loss, liability, expense or claim, arising out of its possession or 
control of the Collateral and not based on its negligence or bad faith; 


(f) The Company shall not be personally liable for reasonable expenses or liabilities or damages 
incurred in connection with the enforcement of any of the rights, remedies, powers or other interests of the 
Trustee in, to and under the Collateral; 


_ (g) The Trustee , except as provided in this Agreement, shall not be under any duty to take any 
action to perfect or preserve unimpaired the obligation of any party primarily or secondarily liable on any 
of the Collateral; 


(h) The Trustee assumes no obligation or liability under any of the Collateral by reason of its being 
party to or assignee of any thereof, and shall not be required to perform any obligation of any other party 
to or any assignor of any of the Collateral; 


(i): The Trustee shall be under no obligation to exercise any of the rights or powers vested in it or in 
the holders of the Notes by this Agreement, at the request or ‘direction of any of the holders of Notes 
pursuant to this Agreement, unless such holders shall have offered to the Trustee reasonable security or 
indemnity against the costs, expenses and liabilities which might be incurred by it in compliance with such 
request or direction; 


(j) Upon making any payment in respect of any Note or in taking any other action hereunder, the 
Trustee may rely upon the books for the registration of the Notes and their transfer maintained pursuant 
to Section 2.6 and shall be protected in making any payment in respect of any Note reasonably believed 
by the Trustee to be genuine; 


(k) The Trustee shall be under no duty or responsibility to see to the insurance in respect of property 
securing the Pledged Notes or to effect or maintain such insurance; 


(l) The Trustee may rely upon and shall be protected i in acting or refraining from acting in reliance 
upon any resolution, certificate, statement, instrument, opinion, report, notice, request, direction, consent, 
order, Note or other paper or document believed by it to be genuine and to have been signed or presented 
by the proper person or persons; 


(m) Whenever in the administration of this Agreement the Trustee shall deem it desirable that a 
matter be proved or established prior to taking, suffering or omitting any action hereunder, the Trustee 
(unless Other evidence be herein specifically prescribed) may, in the absence of bad faith on its part, rely 
upon a certificate signed by an officer of the Company (“Officer’s Certificate”); 


(n) The Trustee shall not be bound to make any investigation into the facts or matters stated in any 
resolution, certificate, statement, instrument, opinion, report, notice, request, direction, consent, order, 
Note or‘other paper or document, but the Trustee, in its discretion, may make such further inquiry or 
investigation into such facts or matters as it may see fit; and 


(0) The actual or constructive knowledge of the Trustee or its affiliates, including subsidiaries, or of 
any of its or their departments or divisions, including, but not limited to, the Escrow Division and Title 
Insurance Division, but excluding the Corporate Trust Division, shall not be deemed to be the actual or 
constructive knowledge of the Trustee; 


9.3 Trustee’s Compensation and Expenses. The Company shall pay the Trustee reasonable compensation 
for its services hereunder in such amounts as the Company and the Trustee may from time to time agree, and 
will pay or reimburse the Trustee for all its reasonable expenses and disbursements hereunder, including, 
without limitation, the reasonable fees and disbursements of its counsel (who may be an employee of the 
Trustee) and its agents not regularly in its employ. 


9.4 Resignation, Removal and Replacement of Trustee. The Trustee may resign at any time by giving 90 
days prior written notice of resignation to the Company and to each holder of a Note, such resignation to be 
effective on the date specified in such notice. The holders of a majority in principal amount-of the Notes at the 


of like tenor, dated the Authentication Date. Every-new Note issued pursuant to this Section 2.7 in lieu of any 
destroyed, lost or stolen Note shall constitute an original additional contractual obligation hereunder, whether 
or not the destroyed, lost or stolen Note shall be at any time enforceable by anyone, arid each such new Note 
shall be entitled to all the security and benefits of the Note so destroyed, lost or stolen, equally and 
proportionately with any and all other Notes duly issued hereunder. 


ARTICLE 3 
PAYMENT OF PRINCIPAL AND INTEREST ON THE NOTES 


3.1 Principal Repayments. Principal of any Note may be prepaid by the Coripany in 
whole or in part without the consent of the holder thereof. 


3.2 Interest Account. All interest payments received by the Company with respect to any Pledged Notes 
shall be remitted by the Company to the Trustee in the form received and shall be credited to an account 
maintained by the Trustee (the “Interest Account’ ”). On each Interest Payment Date, all funds then in the 
Interest Account shall be applied by the Trustee to the interest accrued on the Notes through said Interest 
Payment Date as set forth in the Series Designation. In the event the funds in the Interest.Account on an 
Interest Payment Date are less than the interest accrued on the Notes through such Interest Payment Date, the 
Company shall immediately pay to the Trustee an amount sufficient to cure the deficiency. In the event the funds 
in the Interest Account on an Interest Payment Date exceed the interest on the Notes accrued through such 
Interest Payment Date, the Trustee shall pay the excess amount to the Company. Funds in the Interest Account 
shall be invested by the Trustee in short term government obligations, short term certificates of deposit issued by 
a bank with an office in : having combined capital and surplus of not less 
than $5,000,000, federal funds, AAA rated commercial paper, pooled funds of debt securities and/or bank 
repurchase agreements, as selected by the Company, and all income earned thereon shall be credited to the 
Interest Account. 


3.3 Payment Responsibility. The Company shal] be responsible to see that the Trustee has sufficient funds 
available to make all principal and interest payments as they come due on the Notes. The Trustee shall have no 
responsibility with respect thereto except to make such principal and interest payments on the Notes from funds 
in the Collateral Account-hereinafter referred to, and the Interest Account, and from funds provided it by the 
Company. The Trustee shail not be liable with respect to any of the obligations under the Notes and the 
Company shall indemnify and hold harmless the Trustee with respect thereto. 


ARTICLE 4 
AUTHENTICATION OF NOTES BY TRUSTEE 


4.1 Deposit of Subscription Funds; Collateral Account. Funds representing the purchase price of the 
Notes (“Subscription Funds”) received by the Company from persons whose subscriptions have been accepted 
shall be delivered by the Company, in the form received, to the Trustee. Any checks representing Subscription 
Funds shall be made payable to the order of the Trustee. The-Company shall direct persons subscribing for 
Notes to submit their Subscription Agreements and Subscription Funds to the Company for transmittal to the 
Trustee upon acceptance thereof by the Company. Subscription Funds received by the Trustee shall be 
deposited in an account maintained by the Trustee (the “Collateral Account”) and held and dealt with as 
provided in this Agreement. The Trustee shall invest the funds in the~Collateral Account in short term 
government oble ons, short term certificates of deposit issued by a bank with an office in 
having combined capital and surplus of not less than $5,000,000, federal funds, AAA 
rated conmnaieral paper, pooled funds of debt securities and/or bank repurchase agreements, as selected by the 
Company. All income earned on funds in the Collateral Account shall be credited to the Interest Account. The 
Trustee shall have no responsibility with respect to losses incurred in the Collateral Account or the Interest 
Account. 


series (“Series”) which shall be specific as to the maturity date and interest rate of any Note issued within a Series. 
By a written instrument (the “Series Designation”) in standard form executed by the Company and the Trustee 
each Series of Notes shall automatically become subject to the terms and conditions of this Agreement, as 
amended from time to time with such additional! provisions or conditions as the Company and the Trustee shall 
agree to in writing. Notes may be issued in one or more Series concurrently as determined by the Company. All 
of the provisions of each Series Designation upon execution by the Company and the Trustee shall be deemed 
incorporated in this Agreement as if set forth in full herein. To the extent the provisions of a Series Designation 
conflicts with the provisions of this Agreement such provisions of a Series Designation shall control only with 
respect to the particular Series. 


2.3 Payment of Interest. Payment of interest on each Series of Notes shall be paid and/or accrued as set 
forth in the Series Designation. Each Series Designation shall set forth the date on which payments of interest 
shall be made (“Interest Payment Date”). 


2.4 Form of Notes. The Form of Notes shall be attached as an exhibit to the Series Designation prepared 
by the Company and delivered to the Trustee for execution. 


2.5 Authentication of Notes; Date. The Notes, when executed by the Company, shall be delivered to the 
Trustee for authentication by it and the Trustee shall authenticate such Notes only as provided in this 
Agreement. Each Note shall be dated and authenticated in accordance with Article 4 hereof as of the date of its 
issuance (“Authentication Date”). Each Note originally issued hereunder shall bear interest from its 
Authentication Date. Each Note issued upon transfer or exchange of any Note pursuant to Section 2.6 or in 
substitution for any Note pursuant to Section 2.7 shall bear interest as set forth in the Series Designation. 


2.6 Registration, Transfer and Exchange of Notes; Record Date. The Company will keep or cause to be 
kept, at the principal corporate trust office of the Trustee, a register or registers in which the names and addresses 
of all holders of the Notes shall be registered and in which transfer of the Notes may be registered. On due 
presentment of any Note for régistration of transfer in such office, or upon surrender of any Note for exchange 
at such office, the Company, upon the payment of any tax or other governmental charge by the holder, shall 
issue in exchange therefor, and the Trustee will authenticate, a new Note or Notes, in such denomination or 
denominations as may be requested and as may be approved by the Company which aggregate the unpaid 
principal amount of the presented or surrendered Note, and otherwise of like tenor; provided, however, that in 
no event shall the Company have any obligation to register transfer of any Notes unless the restrictions set forth 
on the form of the Notes, are complied with. Prior to authentication by the Trustee the Company shall deliver to 
the Trustee a certificate, certifying that such restrictions have been complied with to its satisfaction, together with 
a copy of any opinion of counsel received by the Company in connection with the transfer. Every Note presented 
or surrendered for registration of transfer or exchange shail be endorsed by, or be accompanied by a written 
instrument of transfer in form satisfactory to the Trustee duly executed by the holder thereof or his attorney duly 
authorized in writing. Prior to the due presentment of any Note for registration of transfer, the Company and 
the Trustee may treat the registered holder thereof as the absolute owner thereof for the purpose of receiving all 
paynients of principal and interest thereon, and for all other purposes thereof and of this Agreement, and neither 
the Trustee nor the Company shall be affected by notice to the contrary. All interest payments shall be made to 
the holders of Notes of record at the close of business on the Record Date (as hereinafter defined) for such 
Interest Payment Date, notwithstanding the fact that such Note may have been presented for registration of 
transfer and transferred after such Record Date. The term “Record Date” as used in this Agreement with respect 
to any Interest Payment Date shall mean the fifteenth day of the calendar mon in which such Interest Payment 
Date occurs. 


2.7 Replacement of Notes. Upon receipt of evidence reasonably satisfactory to the Company and the 
Trustee of the loss, theft, destruction or mutilation of any Note, and, in the case of any loss, theft or destruction 
of:such Note, upon delivery of an indemnity agreement reasonably satisfactory to them (provided that if the 
registered holder of the Note is a bank or an insurance company, its own agreement of indemnity shall be 
deemed ‘to be satisfactory) and in the absence of notice to the Trustee that such Note has been acquired by a 
bona fide purchaser, or, in the case of mutilation, upon surrender of such Note for cancellation at the office 
maintained pursuant to Section 7.4, and upon the payment of transfer taxes if any, by the holder of the Note, 
the Company at its expense will execute and deliver in lieu thereof, and the Trustee will authenticate, a new Note 
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time outstanding may at any time remove the Trustee, for or without cause, by an instrument or instruments in 
writing delivered to the Trustee and the Company. In case the office of Trustee shall become vacant for any 
reason, the holders of a majority in principal amount of the*Notes at the time outstanding may appoint a 
successor ‘Trustee by an instrument or instruments in writing delivered to such successor Trustee, the retiring 
Trustee and the Company, whereupon such successor Trustee shall succeed to all the rights and obligations of 
the retiring Trustee hereunder as if originally named herein. In the event the Trustee shall voluntarily resign, 
unless the holders of a majority in principal amount of the Notes outstanding object and appoint their own 
successor Trustee, the Company may appoint a successor Trustee which is unaffiliated with the Company (acting 
as Trustee on behalf of any other Note holders with respect to any other promissory notes issued by the 
Company shall not be deemed to cause such Trustee to be affiliated) and which is a bank, savings and loan 
association, insurance Company, title insurer or trust Company by an instrument or instruments in writing 
delivered to such Trustee, the retiring Trustee and each Note holder, whereupon each successor Trustee shall 
succeed to all the rights and obligations of the retiring Trustee hereunder as if originally named herein. Any 
retiring Trustee, at the expense of the Company, shall duly assign, transfer and deliver to its successor Trustee 
all the rights and moneys at the time held by the retiring Trustee hereunder and shall execute and deliver such 
proper instruments as may be reasonably requested to evidence such assignment, transfer and delivery, 
provided, however, that the Trustee shall be entitled to refuse to transfer the Trust assets to a successor selected 
by the holders of a majority in principal amount of the Notes if the Trustee believes, in good faith, that the 
person selected by the holders of the Notes is prohibited from acting as Trustee of the Trust under any state or 
federal law or regulation, and no person selected by the holders of the Notes as successor Trustee shall be a 
successor Trustee until Trust property has been transferred to that person in accordance with this paragraph. If 
in a proper case no appointment of a successor Trustee shall be made pursuant to the provisions of this Section 
9.4 within 60 days after a vacancy shall have occurred in the office of the Trustee, the Company or the holder 
of any Note may apply to any court of competent jurisdiction to appoint a successor Trustee, and such court 
may thereupon, after such notice, if any, as it may consider proper, appoint a successor Trustee eligible, as 
provided in Section 9.9. With the approval of the Company, a successor Trustee may accept the account 
rendered and the property delivered to it by a retiring Trustee without incurring any liability or responsibility 
for so doing. . 


9.5 Successor Corporate Trustee by-Merger, Conversion, Consolidation. Any corporation into which the 
Trustee may be merged or converted or with which it may be consolidated, or any corporation resulting from 
any merger or consolidation to which the Trustee is a party, or any state or national bank or trust company in 
any manner succeeding to all or substantially all of the corporate trust business of the Trustee, shall 
automatically succeed to all of the rights and obligations of the Trustee hereunder without further action on the 
part of any of the parties hereto. . 


9.6 Appointment of Separate or Co-Trustee. The Trustee may, and upon the request of the holders of a 
majority in principal amount of the Notes outstanding, the Trustee shall, by an instrument in writing delivered 
to the Company and each holder of the Notes, appoint a bank or trust company or an individual to act as 
separate trustee or co-trustee with respect to all or any part of the Collateral in a jurisdiction where the Trustee 
is disqualified from acting or for any other purpose deemed by the Trustee or such holders to be advantageous 
to their respective interests, such separate trustee or co-trustee to exercise only such rights and to have only 
such duties as shall be specified in the instrument of appointment. The Company shall pay the reasonable 
compensation and expenses of any such separate trustee or co-trustee and, if requested by the Trustee, such 
separate trustee or co-trustee or the holders of a majority in principal amount of the Notes at the time 
outstanding, will enter into a Supplemental Collateral Trust Agreement, satisfactory in substance and form to 
the Trustee, such separate trustee or co-trustee or such holders, confirming the rights and duties of such separate 
trustee or co-trustee. The Trustee shall not be liable in any way for the acts or omissions of any such separate 
trustee or co-trustee, and the Company shall indemnify and hold harmless the Trustee from any loss, liability or 
expense which it may incur by reason of the acts or omissions of such separate or co-trustee. 


9.7 Payments by Trustee to Holders of Notes. Payments of principal of and interest on the Notes shall be 
made by the Trustee to the holders of the Notes by mailing a check payable in lawful money of the United States. 
of America to such holder at its address appearing in the records for registration of the Notes or at such other 
address as may be specified in a written notice from such holder to the Trustee. Payment of the principal of, and 
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interest on any Note may be made by the Trustee to the holder thereof without presentation or surrender thereof 
to the Trustee. Upon any payment or prepayment of principal of a Note in whole or in part, the holder of such 


Note shall deliver such Note to the Trustee for notation thereon of the portion of the principal so prepaid. In casé © 


the entire principal amount of any Note is paid, such Note shall be surrendered to the Company for cancellation 
and shall not be reissued, and no Note shall be issued in lieu thereof. 


9.8, Notices of Events of Default. Within 90 days after obtaining knowledge of an Event of Default 
hereunder, the Trustee will transmit by mail notice of such Event of Default to all the holders of the Notes as 
their names and addresses appear in the Note register, unless such Event of Default shall have been cured or 
waived; provided, however, that except in the case of a default in the payment of principal or interest on any of 
the Notes, the Trustee shall be protected in withholding such notice if it-determines in good faith that the 
withholding of such notice is in the interest of the holders of the Notes. 


9.9 Qualification of the Trustee. The Trustee shall at all times be a bank or trust company organized under 
the laws of the United States of America or of any state thereof. 


9.10 Lien of Trustee Upon the Collateral. Notwithstanding any provisions of this Agreement to the 
contrary, the Trustee shall be entitled to a lien upon thé Collateral prior to the rights or lien of any other person 
or party, including without limitation, the rights or lien of the holders of the Notes, to secure payment of any 
fees, which may include attorneys’ fees, expenses, costs or liabilities incurred for which the Trustee is entitled to 
payment,. reimbursement or indemnity from the Company and for which the Trustee has not been paid or 
reimbursed from any other source. Without limitation on the generality of the foregoing, the Trustee shall be 


entitled to payment or reimbursement of such item from the Collateral which right shall be superior to the rights 


of the Company. and the holders of the Notes with respect to the Collateral. 


9.11 Inspection by the Company. The Company and its designated agents shall have the right from time to 
time, during regular business hours, to inspect and audit, and make copies and extracts of, the books and records 
of the Trustee pertaining or related to its duties hereunder, upon reasonable notice to the Trustee. 


9.12 Ownership of Notes; Other Transactions. The Trustee, in its individual or any other capacity, may 
become the owner or pledgee of Notes, and may otherwise deal with the company with the same rights it would 
have if it were not-the Trustee. Without limiting the foregoing, the Trustee may provide title insurance, escrow 
and other services to the Company on such terms and conditions as the Trustee and the Company may agree; the 
Company hereby covenants and agrees with the Trustee that the duties and obligations of the Trustee under this 
Agreement shall not include the taking of any action in connection with disputes, if any, which may arise 
between the Company and the Trustee in connection with the rendition of such services. 


ARTICLE 10 
‘ GENERAL PROVISIONS 


10.1 Amendments and Waivers. (A) The Company and the Trustee, in their discretion,at any time and » 


from time to time, may enter into one or more agreements amending this Agreement or supplemental hereto, in 
form satisfactory to the Trustee, for any one or more of or all the following purposes: 


(a) To add to the covenants and agreements of the Company to be observed thereafter and during the 
period, if any, in such supplemental agreement or agreements exprested, for the protection or ‘benefit of the 
holders of the Notes; 


(b) To evidence the succession of another corporation to the Company, or successive successiGns, and 
the assumption by a successor corporation of the covenants and obligations of the Company in the Notes 
and in this Agreement or any supplemental agreement contained; 


(c) To cure any ambiguity or to correct or supplement any provision contained herein which may be 
defective or inconsistent with any, other provision contained herein or in any agreement supplemental 
hereto, or to make any other provisions in regard to matters or questions arising under this Agreement 
which the Board of Directors-of the Company may deem necessary or desirable and which shall not be 
inconsistent with the provisions of this Agreement and which shall not adversely affect the interests of the 
holders of the Notes; and 


” 
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COLLATERAL TRUST AGREEMENT 


The Collateral Trust. Agreement (“Agreement”) is entered into as of June 17, 1985, between 
COMMERCIAL ACCEPTANCE CORPORATION, a California corporation (the “Company”), and 
UNITED SECURITY TRUST COMPANY, (the “Trustee”), with reference to the following facts: 


A. The Company is a duly licensed real property broker and personal property broker under the laws 
of the State of California, engaged in the business of making loans, 


B. The Company has authorized the issue from time to time of aggregate principal 


amount of its Trust Notes (the “Notes”. 


C. This Agreement is made with the Trustee for the pro-rata benefit of the holders of the Notes from 
time to time outstanding to secure the payment of principal of an interest on the Notes and the due 
performance of, and compliance with, all the provisions of the Notes and this Agreement. 


ARTICLE 1 
GRANT OF SECURITY INTEREST 


1.1 Grant of Security Interest. The Company hereby pledges and grants to the Trustee and its 


* successors in trust and their assigns a continuing security interest in and lien on all of the following property 


(the “Collateral”): 


(a) All right, title and interest of the Company in and to the promissory notes described in 
schedules hereafter executed by the Company and delivered to the Trustee (collectively, the “Pledged 
Notes”), and all collateral and security therefor including without limitation all collateral and security 
provided pursuant to any and all pledges, assignments, security agreements, mortgages and deeds of 
“trust securing the Pledged Notes (collectively, the “Pledged Note Sécurity Documents”); 


(b) All proceeds of the foregoing; 


(c) All claims, rights, powers, privileges and remedies on the part of the Company, whether arising 
under the Pledged Notes, the Pledged Note Guarantees, the Pledged Note Security Documents, by 
statute, at law, in equity, or otherwise, consequent on any-failure on the part of any obligor to pay or 
perform any. indebtedness, liability or obligation under the Pledged Notes or the Pledged Note 
Guarantees or the Pledged Note Security Documents; and 


(d) All funds deposited from time to time in the Collateral Account and Interest Account 
hereinafter referred to. 


1.2 Obligations Secured. The security interest granted herein is granted for the equal and 
proportionate benefit and security-of all holders of the Notes to secure the payment of all principal and 
interest on the Notes and the payment and performance of all other indebtedness, liabilities and obligations 
of the Company under this Agreement, so that the principal and interest on every Note and all other sums 
secured hereby shall, subject to the terms hereof, be equally and proportionately secured hereby. 


ARTICLE 2 — 
THE NOTES 


2.1 Limitation as to Issue of Notes. The aggregate principal amount of Notes which may be issued by 
the Company and authenticated by the Trustee hereunder shall-not exceed at any one 
time outstanding; provided that the Company may from time to time incréase said amount by giving 
written notice thereof to the Trustee. : 


2.2 Terms of the Notes; ‘Series. The Notes shall be issued from time to time by the Company 
hereunder, shall have varying maturities and shall bear interest on tlie unpaid principal balance thereof 
from the date of issuance all as determined by the Company. Notes shall be issued in separate 


Page "| (d) To add, with the consent of the Trustee (which consent may be withheld by the Trustee in its sole 
ARTICLE 8 EVENTS OF DEFAULT: REMEDIES 9 discretion), additional Series of Notes to be issued hereunder, which additional Series shall be on the same 
. >I reser ers terms and conditions as the Notes (except as to interest rate and maturity), and in the event an agreement 
8.1 Events of Default. ... 0... ccc cece cece cece cence cece nen eneeeteeneees 9 . ; a : 
. ves U D , f Te eeee cress 10 supplemental hereto is entered into to provide for such additional Series of Notes, all references herein to the 
o Sanne pon Default ........sseereeseeererenceeseeetceeetetenseenes 10 “Notes” (except as to interest rate and maturity) shall be deemed to include all Series issued hereunder. All 
: O WAIVED va veveecseerareccrenessscscccccerecerscecscacaceserceeaes oe ’ of the provisions of each Series Designation upon execution by the Company and the Trustee shall be 
8.4 Costs...... srerteeereccstseecerccecaccescusccsceseccccatcarcessesces 10 s incorporated in this Agreement as if set forth in full herein. To the-extent the provisions of a Series 
8.5 Application of Proceeds of Sale; Disposition of Other Funds...........+0.++- 10 Designation conflict with the provisions of this Agreement such provisions of a Series Designation shall 
8 p 8 
8.6 Right of Trustee to Perform CovenantS.......+.seecseccecccerecevsecesees I] by control only with respect to the particular Series. 
. i IVE case e cece cect e eee e nent ec ees eeeeneeereneseeneees 11 M ; . .. . . 
8.7 Remedies Cumulative ; Any amendment or supplemental agreement authorized by the provisions of this Section [0.1(A) may be 
8.8 NO Waiver occ cece cee e ese e rece eneeeseues ates en etececcteteeeetenees I] } . . ; 
8.9 Trustee May File Proofs of Claim .....2s.sscceccceceeeceeceacceeceaccens il executed by the Company and the Trustee without the consent of the holders of any of the Notes. 
8.10 Trustee May Enforce Claims Without Possession of Notes ........cseceeerece 12 (B) This Agreement may be amended, and the observance of any term or condition of this Agreement may 
y : : , , 
8.11 Limitation on Suits ....c.ccccucecccccccccccccsccccccscnccvecercreveses 12 be waived, with and only with the prior written consent of the Company, the Trustee and (except as permitted 
ARTICLE 9. THE TRUSTEE........c.ceecceesceeceeeceeeteeeveenceen let deeeeeeses 12 by subsection (A) above) the holders of a majority in principal amount of the Notes at the time outstanding 
91 Duties of Trustee to Enforce Agreement .......cceescceccecesceeeeeeesuees 12 (exclusive of any Notes then owned by the Company or any Affiliate of the Company): provided that no such 
9.2 Concerning the Trustee a. 13 amendment or waiver shall, without the written consent of the holders of all of the Notes at the time 
. LEE see eee ee ee eee neee ease ene re recess outstanding 
9.3. Trustee’s Compensation and Expenses. :......cccecccevevcvcccccesnnencess 14 
9.4 Resignation, Removal and Replacement of Trustee .......... tee e eee eweeens 14 (a) -Reduce the amount or extend the time of any payment of any principal on any Note, or reduce the 
9.5 Successor Corporate Trustee by Merger, Conversion, Consolidation ........... 15 rate or extend the time of any payment of any interest thereon; or 
9.6 Appointment of Separate or Co-Trustee ....++sssescsessrererecserersoeens 15 (b) Amend any of the provisions of this Agreement as to the application of the proceeds of any of the 
9.7 Payments by Trustee to Holders of Notes ......cccceeeeecececceerteeeceees 15 Collateral: or 
9.8 Notices of Events-of Default... 0.0... . ccc cec eee t ere cee cece eneeeneseenecece 16 : ’ 
9.9 Qualification of the Trustee 1.1... 00. cece cece reece eceeenes Se eeeeeeeeas 16 (c) Reduce the percentage of the principal amount of Notes the holders of which are required to 
9.10 Lien of Trustee Upon the Collateral... 0.0.00... cece cece sees cece seeeecnees 16 consent to any such amendment or waiver under this Section 10.1. 
9.11 Inspection By The Company ...... 0. ccc cece eet e ene e enon eateries 16 . . . . _ . 
-9.12 Ownership of Notes; Other Transactions ........ssseeeeeeees «ce cecceeece 16 — ~ 10.2 Documents Affecting Immunity or Indemnity. If in the opinion of the Trustee any document required 
ARTICLE 10 GENERAL PROVISIONS occ ccccccccccccccceccccccccccccccceeccececs 16 to be executed pursuant to the terms of Section 10.1 affects any interest or right or duty or immunity or 
, 0. i Amend t d Wai 16 indemnity in favor of the Trustee under this Agreement, the Trustee may in its discretion decline to execute such 
05 Amendmen . an ; aivers sity ; " dcmniy sence neon eee eeneeeeeeeeene _ document. 
. n ecting i a 
10.3 Execution of Amendment to Agreement......-+++essseeeeeeee seer ener ene 17 10.3 Execution of Amendment to Agreement. \n executing, or accepting the additional trusts created by 
10.4 Effect of Amendments to Agreement Seen e cece nace ese nerenerncesecnsacene AT any amendment permitted by Section 10.1 or the modifications thereby of the trusts created by this Agreement, 
10.5 Provisions Subject to Applicable Law... ... sce cece cee crccnceecncuecucees 17 the Trustee shall be entitled to receive, and shall be fully protected in relying upon, an opinion of counsel 
10.6 Termination ...........eeeeeee- Seen e eo nenee jee eee ee eens None e ene e nee 17 ‘ satisfactory to the Trustee stating that the execution of such amendment is authorized or permitted by this 
10.7 Notices .... ccc cece cece cee e en eneees eee cee ec eee e eee en ee naeeneenes 18 Agreement, 
10.8 Governing Law ......--...ceseeee een ceeeees cence cee e teen eeeeeeneees 18 \, 
10.9 Survival .. 0... ceca ccc e eee e cence eee ene cence eee eeeeeee tenn eee sence 18 ; 10.4 Effect of Amendments to Agreement. Upon the execution of any amendment to this Agreement as 
10.10 Miscellaneous .....cceccceccccccececvccccucececuucucvcvaccesuccesesns 18 , provided in Section 10.1, this Agreement shall be modified in accordance therewith, and such amendment shall 
. : . form a part of this Agreement for all purposes; and every holder of Notes theretofore or thereafter issued and 
EXHIBIT: Form of Schedule and Assignment 


delivered hereunder shall be bound thereby. 


10.5 Provisions Subject to Applicable Law. All rights, powers and remedies provided herein may be 
exercised only to the extent that the exercise thereof does not violate any applicable provision of law, and the 
same are intended to be limited to the extent necessary so that they will not render this Agreement invalid or 
unenforceable under the provisions of any applicable law. If any term of this Agreement or any application 
thereof shall be invalid or unenforceable, the remainder of this Agreement and any other application of such 
term shall not be affected thereby. 


h 


10.6 Termination. Upon the payment in full of the principal of and interest on the Notes and all other 
indebtedness secured by this Agreement in accordance with the terms thereof and hereof, this Agreement shall 
terminate and the Trustee, at the Company's expense, will execute and deliver such instruments, if any, as the 
Company may reasonably request to evidence such termination. 
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10.7 Notices. All notices and other communications hereunder shall be in writing and shall be deemed to 
have been given when delivered or mailed by first class registered or certified mail, postage prepaid, addréssed 


(a) if to the Company, at 411 W: Seventh Street, Los Angeles, California 90014, or at such other address as may 


have been furnished to the Trustee by the Company; or (b) if to the Trustee, at such address as the Trustee may 
designate, by notice to the Company and each holder of the Notes; (c) if to any holder of a Note, at such address 
as shall be reflected in the books maintained by the Company for the registration of the Notes pursuant to 
Section 2.6, or at such other address as such holder of a Note shall have furnished to the Company and the 
Trustee. 


10.8 Governing Law. This Agreement shall be construed and enforced in accordance with and governed 
by the laws of the State of the Trustee without reference to principles of conflicts of law. 


10.9 Survival. All warranties, representations and covenants made by the Company in this Agreement or 
in any certificate or any instrument delivered by it or on its behalf under this Agreement shall be ‘considered to 
have been relied upon by the Trustee and shall survive the delivery of the Notes regardless of any investigation 
made by or oni behalf of the Trustee or any of the holders of the-Notes. All statements in any such certificate or 
other instrument shall constitute representations and warranties by the Company. 


10.10 Miscellaneous. On request the Trustee will furnish to the Company and any holder of any Note a 
written statement of the amounts due thereunder. Subject to Section 10.1 (relating to amendments), this 


Agreement may be changed, waived, discharged or terminated only by an instrument in writing signed by the: 


party against which enforcement of such change; waiver, discharge or termination is sought. This Agreement 
shall be binding upon the Company and its respective successors and assigns, and all persons claiming under or 
through the Company, or any stich successor or assign, and shall inure to the benefit of and be enforceable by 
the Trustee and its successors and assigns, and the holders of the Notes at the time outstanding. The headings in 
this Agreement are for purposes of reference only and shall not limit or otherwise affect the meanings hereof. 
This Agreement may be executed in several counterparts, each of which shall be an original, but all of which 
together shall constitute one and the same instrument. 


IN WITNESS WHEREOF, the Company and the Trustee have caused this instrument to be executed by 
their respective officers thereunto duly authorized. 


[Corporate Seal] 
Attest: 


David A. Facciani, Secretary 


UNITED SECURITY TRUST COMPANY 


Euguene W. Ford, President 
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[Exhibit 2] 
SCHEDULE AND ASSIGNMENT NO. 


RE: 


(“Debtor”) 


Gentlemen: 
Pursuant to Section 4.4 of the Collateral Trust Agreement dated as of June 17, 1985 between you, as Trustee, and 
the undersigned, we are concurrently herewith delivering to you the following documents and instruments: 


1. Pledged Note: Original Promissory Note, in the original principal amount of $ dated 
, 19___. , executed by the above-named Debtor, payable to the order of the undersigned. 


2. Pledged Note Guarantees: (If none, so state.) 


3. Pledged Note Security Documents: 


3.1 Conformed copies of the following Deed(s) of Trust together with conformed copies of Assignments thereof 
by us to you and copies of commitments for title insurance with respect thereto: 


3.2 Original Security Agreement, dated _____, 19__, executed by Debtor in favor of the 
undersigned and copy of Uniform Commercial Code Financing Statement, dated ___ sy, 
19___ , executed by Debtor and by the undersigned as secured party, showing you as the assignee of secured 
party, filed in the office of__ on 19 (File 
No. ). (If none, so state): 


The undersigned hereby pledges to you, and grants to you a continuing security interest in, the above Pledged Note, 
Pledged Note Guarantees, and Pledged Note Security Documents, and all proceeds of the foregoing, and all claims, 
rights, powers, privileges and remedies on the part of the undersigned, whether arising thereunder, by statute, at law, 
in equity, or otherwise, consequent on any failure on the part of any obligor to pay or perform any indebtedness, 


liability or obligation under the Pledged Note, or the Pledged Note Guarantees or the Pledged Note Security . 


Documents, for the equal and proportionate benefit and security of all holders of the Notes issued pursuant to the 
Collateral Trust Agreement, to secure the payment of all principal and interest on the Notes and the payment and 
performance of all other indebtedness, liabilities and obligations of the undersigned under the Collateral Trust 
Agreement. The undersigned hereby represents and warrants to you as follows: 


I. The present unpaid principal balance of the above Pledged Note is’$ 


2. All representations and warranties of the undersigned set forth in Paragraph 5.1 of the Collateral Trust Agree- 
ment, pertaining to the above Pledged Note, Pledged Note Guarantees (if any), and Pledged Note Security Documents 
are true and correct, the above Debtor, and the documents and instruments delivered herewith constitute all security 
agreements, deeds of trust and other instruments securing the above Pledged Note. 


Based upon the foregoing, pursuant to Paragraph 4.4 of the Collateral Trust Agreement, the undersigned hereby 
requests that $__mtwHmumui__ be disbursed from the Collateral Account to the undersigned. 


DATED: WWW =» 9B 
COMMERCIAL ACCEPTANCE CORPORATION 


By 


lof AAG Spe 
a Oa 


. COLLATERAL TRUST AGREEMENT 


between 


COMMERCIAL ACCEPTANCE CORPORATION 


and 


UNITED SECURITY TRUST COMPANY, as Trustee 


Dated as of June 17, 1985 
Collateral Trust Notes 
Series 


*See attached supplement and addendum hereto, for specific provisions and conditions of the proposed offering. 


COMMERCIAL ACCEPTANCE CORPORATION AND SUBSIDIARIES 


The accompanying notes are an integral part of these statements. 


BALANCE SHEET 
SMITH & STEPHENS ; Years ended December 31, 
Accountancy Corporation 35 SO. RAYMOND AVENUE e SUITE 303 e PASADENA, CA 91105 © (213) 578-1015 ASSETS 
1984 1983 1982 
Cash (note K)s ies see ee ede eto acdita aes $ 1,625,031 $ 1,166,541 $ 1.697.651 
j Receivables 
ake Loans (notes Cand F) ..... cece enseeeeeeeeeees 31,723,914 23,777,331 11,755,608 
6. ‘F Tterest cuca cabidectawweccy ute ie iGniedenacas 957,809 914,194 210.231 
i ‘ LO at 16S: oe scccrica: Scecato es Qew-e b bore n cece ei sresa ba ouale 08k aren 117,140 ~. 93,500 
Employees ois issisie:iosotealeiece-oe-0 bvieratarecn wie Sls sate ieie'g __ 1150 eee 
a ” bs paw og 32,800,013 24,691,525 12,059,339 
Board of Directors : - jee Less allowance for doubtful receivables ........... _135,000 100,000 ; — 
Commercial Acceptance ‘Corporation - 32,665,013 24,591,525 _12,059,339 
: ; Prepaid CXNENSES eaiieccas view head aun beats cate weal 227,219 75,000 466,434 
eee Real Estate owned (note E) .......cccccccccccccceves 1,868,258 = = 
Fixed assets - at cost ; 
Furniture and fixtures ..........0ccceseccceneees 59,723 50,161 37,077 
: . , , Leasehold improvements .....-.scceeseecceueees 21,735 20,030 19,156 
We have examined the consolidated balance sheets of SRD 86033 
Commercial Acceptance Corporation (a California corporation) iespaccuiulated deprecialionand ss 
and subsidiaries as of December 31, 1984 and 1983, and the amortization (note A2) ......seceeseeeeeeeeees 42,877 28,068 21,086 
related consolidated statements of earnings, changes in 38,581 42,123 "35,147 - 
stockholders' equity, and financial position for the years Deferred taxes (note G) ....eccseececeesecaeveceuees 43,598 — ea 
then ended. Our examinations were made in accordance with Other assets 
generally accepted auditing standards and, accordingly, in- DEpOSitsS 5 bicces ca theta dews ¢ kane pares aan 890 890 1,579 
cluded such tests of the accounting records and such other Organization costs, less accumulated amortization 
auditing procedures as we considered necéssary in the Pe vaca $3,064 and $2,329, respectively ....... soe of Lae 
circumstances. : : pee charges, less accumulated amortization = 
xe PE aaa Aes ns - of $207,908, $174,893 and $132,154, respectively 
In our opinion, the consolidated financial statements (OED) sac Sanrevheues leat ieee e 48,237 81,252. 123,991 
referred to above present fairly the financial position of "99,627 2 SS*«S 2.755 S«*:26,918 
Commercial Acceptance Corporation and subsidiaries at $36,567,327 $25,957,944 $14,385,489 
December 31, 1984 and 1983, and the results of its Pe SS SSS SSS 
and changes in its consolidated financial position for the 
accounting principles applied on a consistent basis. _ 1984 1983198 
Note payable - Stockholder ..........ecessesceveeecs $ —_ $ _ $~ 10,000 
Notes payable (note F) ............. ieee aca areca carded geese 30,263,408 21,237,011 12,263,597 
Contract payable ............. Bib. area seta vorava wGn.'s Wiles aevereea = _ 81 
Client reServes: ici eicsctirewty s Sieeales Gaeta mele ee aed ae 1,425,394 600,195 475,412 
Se Accounts payable ......cccesee nce csssnecegteerenas 152,418 $2,131 55,564 
Accrued liabilities 7 
Interests ii scewie waa eee Giea na oieceeen e hacad ate ae eee 3,521,636 3,091,128 886,475 
Pasadena, California Payroll 1aX€S 000% asso eG os satin tawee we veais eae es 3,951 5,767 5,689 
May 15, 1985 3,525,187 3,096,895 892,164 
Income taxes payable .......... ccc cee sec ccenenennes 168,000 15,558 12,746 
‘ Deferred loan fee income (note A4) ..........00ee Poe 282,234 190,081 155,908 
j Lease commitments (note H) 21... .. cece cece eeeeees _ _ _ 
2 Deferred taxes (note G) 1... . cece ee eens a boinaeta dates — 402 402 
i Stockholders’ equity 
i Common stock 
Series A—authorized, 30,000 shares; issued and 
outstanding 17,000 shares ..........00000008 943,592 943,592. 943,592 
Less treasury stock (218,623) (17,000) _ 
724,969 926,592 943,592 
Retained earnings (deficit) ............ cc cc eee 25,717 (160,921) (423,977) 
750,686 765,671 519,615 
$36,567,327 $25,957,944 $14,385,489 


“COMMERCIAL ACCEPTANCE CORPORATION AND SUBSIDIARIES: 


‘STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY 


‘Balance at January I, 1982 .. 
Transferred to client interest 
TOSCPVE seeecceeseceesseaeees 
Converted to Series A 
common stock during 
the year (note L)........00e 
Prior period adjustment for 


_ additional interest (note M)... 


Additional shares sold 
during the year (note'L)... 
Net earnings for the year .... 


Balance at December 31, 1982... 


Shares repurchased 
during the year w.........5- 
Net carnings for the year .... 


Balance at December 31, 1983... 


Shares repurchased 
during the year ........0..- 
Net earnings for thé year .... 


Balance at December 31, 1984... 


_Common. Stock: 


..« $500,000 $500 $ = $116,500: 
cae es _ -_ (46,500) 
ane 500 (500) = ~ 
» 443,092 — = (70,000) 
sp -_ (17,000) — 
= — — (201,623) = 


$943,592 $= $(218623) $ — 


Years ended December ‘31, 1984, 1983 and 1982 _ 


Accumulated 
_ Deficit 


$(436,814): 


(112,511) 


125,348 
(423,977) 


263,056 
$(160,921) 


186,638 
$_ 25,717 


STATEMENT OF CHANGES IN FINANCIAL ’POSITION 


Sources of funds 
From ‘operations: > 
“‘Net.income for the’ yéar. 


ey 


‘ltems not using (providing) funds: 
Depreciation and amortization ...5..........5. 


Accounts receivable. . 
Prepaid expenses .... 
Deferred loan fees... . 
Accrued-liabilities ... 


Ce 
ee ee ey 
ee 


‘Allowance for doubtful receivables B ecaint oie ee ore 


Increase i in ‘notes payable . 
Increase in client reserves . 


Increase (decrease) i in accounts payable ........0eeee 


Increase in deferred.taxes . 


Increasé in incomes taxes payable 


Increase in common stock 
Decrease in deposits ..... 


Applications of funds . 
Acquisition of fixed assets 
‘Prior period adjustment .. 
Decrease in paid in capital 


Increase in rea] estate owned ........ccececcerccons 


Increase in other. assets ... 
Increase (decrease) in cash 
Increase in loans’ receivable 


~Purchasé of treasury. stock 


(eb e eee asa saee ss eesreses — wo 


Increase in deferred income taxeS ........eeeeeeeeee 


Years ended December 31, 1984, 1983 and 1982 


1984 


$ 186,638 
47,824. 
~ (152,219) 


100,287 — 
152,442 


$10,742,013 


$ 11,267 


1,868,258 
49,887 
458,490 
8,108,488. 
201,623 
44,000 


$10,742,013 


1983 


$ 263,056 


50,456 
(610,463) 
-391,434 


-689 
$11,521,571 


$ 13,958 


(531,116) 
12,021°723. 
17,000 


a 


$11,521,571] 


The accompanying notes are an integral part of these statements. 


Total 
$180,186 | 


(46,500) 


(112,511) 


1982, 


$ 125,348 


61,124 
(237,997) 
(457,394) 

(4,186) 

808,925 


7,517,501 
475,412- 
3,580 
402 


443,092 
3,143" 
$8,738,950 


$ 14,200 
112,511 
116,500 


1,361,476 
7,134,263 


$8,738,950 
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The accompanying notes are an integral part of these statements 


COMMERCIAL.ACCEPTANCE CORPORATION.AND SUBSIDIARIES 


‘. NOTES TO FINANCIAL STATEMENTS ‘* 
December. 31,.1984'and‘1983_ 


NOTE A—SUMMARY OF ACCOUNTING POLICIES 


A summary of the company’s significant accounting policies consistently applied in the preparation of 
the accompanying financial statements follows. 


1. Principles of Consolidation 


The consolidated financial statements include. the accounts of the company and its: wholly-owned 
subsidiaries, which were established during the year ended December 31, 1984. All significant intercompany 
transactions have been eliminated. 


* 


2. Depreci iation and Amortization 


Depreciation and amortization are provided for in amounts sufficient to rélate the cost of depreciable 
assets to operations over their estimated service lives, using the straight-line method. 


3. Investment Tax Credits 


_ Investment tax credits are accounted for by the “flow-through” method. Under this method, credits are 
recognized as a reduction of income tax‘expense in the year.the credits are realized. 


4. Recognition of Fees on-Loans 


The company follows the practice of recognizing income from fees generated from loans using the 
acquisition factor of 50%-75% plus sum-of-the-digits method over the life of the loan for financial reporting 
purposes. For income tax purposes, the company follows the practice of recognizing income from fees 
generated from loans in the year received. 


NOTE B—HISTORY OF THE’ CORPORATION 


The company was incorporated’ in the State of California on October 9, 1979 for the purpose of 
engaging primarily.i in the business of making: secured term loans collateralized: by i income producing real 
estate and other business assets. 


NOTE C=LOANS RECEIVABLE 


Loans receivable range from- 1-5 years- and are secured by income producing real. estate and other 
business assets, Interest charged on these loans vary from prime plus 3% to primie plus 6% with a minimum 
interest rate of 14%: Of the total:loans receivable at December-31, 1984 and 1983, $60,000 were made to 
; companies in which certain stockholders were also stockholders of Commercial Acceptance Corporation 
" -and are fully’secured:by machinery and equipment under the terms of the loan agreements. Additionally, 
loans totalling $326,417 at December 31, 1984 and $301,417 at December 31, 1983, have been made to 
various officers/stockholders of the company and are fully secured by real estate. 


NOTE D--DEFERRED CHARGES 


Those costs incurred to date attributable to the offering circulars, collateral trust note and real estate 
mortgage trust note agreements and personal property broker’s license have been deferred as they will 
benefit future operations. These costs are being amortized on a sum-of-the-digits method over the term of 
the trust notes which are 8 years and 5 years, respectively. 


NOTE E—REAL ESTATE OWNED 


During the year ended, December 31, 1984, the company through compromise and settlement agree- 
ments on two notes receivables took title to various pieces of developed real estate which at present it is 
holding for investment purposes. 


NOTE F—NOTES PAYABLE _. om - a ceca PR 


The company issued floating collateral trust notes, , Series 1980 due Deceinbap 30, 1988, to various 
investors collateralized by a pro-rata interest in its commercial loan portfolio. Interest on these loans js at 
.prime plus 1% but not less than 12% per annum. 


Further, the Trustee, | or in ‘the event, ihefe shall be’ no Trustee, the Holders or any 
committee or committees acting on their behalf; shall have’ the right under this agreement 
‘to ‘proceed directly against the Guarantor without the” necessity for demand, notice or, 
other action by, to, or with respect to the Principal. The’ premium on this agreement is 
not refundable for any reason including payment on the Notes prior to maturity. ‘This 
‘Agreement does not insure against loss of any redemption or repayment which at this 
‘time may become due in respect of any Note or against any risk other than Nonpayment.. 


The Guarantor warrants, that ‘this Agreement will be reinsured with a major 
reinsurance company in the world whose Global rating with either Standard & Poor’s or 
Moody’s is the equivalent of an Pa M. ‘Best rating of A-12 or better. 


INTEREST AND PRINCIPAL SURETY BOND 


Commercial! Acceptance Corporation has in force an Interest and Principal Surety Bond issued by BUSICORP 
S.A.R.L., Luxembourg. Under the terms of this Bond, the Surety shall pay to the Trustee, for payment to the 
investors, amounts equal to that portion of the principal and/or interest, if any, which shall be unpaid for any 
reason by the Company. 


KNOW ALL MEN BY THESE PRESENTS, for consideration received that Busi- 
corp S.A.R.L., a Luxembourg stock corporation (“Guarantor”) as Guarantor for Com- 
mercial Acceptance Corporation (“Principal”), is held and firmly bound unto United 
Security Trust Company, Santa Barbara,‘as Trustee (“Trustee”)!and unto the Holders 
under a Collateral Trust Agreement, (“Trust”), between the Principal and the Trustee 
relating to the Notes (as that term is described in the “Trust Agreement”), and to its 
successors of the Notes from time to time, for that portion of the principal and interest 
on the Notes which shall become due for payment and the obligations to maintain the 
Interest Reserve Account in-the Trust Agreement, but shall“be unpaid by reason of 
Nonpayment by the Principal. 


Upon the happening or continuance of Nonpayment by the Principal, the Guaran- 
tor shall remedy such Nonpayment by making payments on or before the time period 
specified in the Trust Agreement to the Trustee of the principal and/or interest of the 
Notes or to the Interest Reserve Account as described in the Trust Agreement upon 
written notification by the Trustee. 


In the event there shall be no Trustee, then acting under the Trust Agreement, the 
Guarantor shall make payments directly to the Noteholders or any protective committee ‘ 
or committees-established in their-behalf. Upon such payment, the Guarantor shall be 
subrogated, to the extent provided by Law‘or the Trust Agreement, to all rights and 
remedies of the Trustee or ‘the Holders of the Notes, as the cause may be, as to which 
such payments have been made. 


As used herein, the following terms shall have the meaning indicated: The term 
“Holder” shall mean any person other than the Issuer who at the time of Nonpayment is 
the registered owner of the Note; the term “Due for Payment,” when ‘referring to the 
principal of the Notes, shall mean. the date when the stated maturity date has been 
reached or such earlier date on which payment is due by reason of a call for ‘redemption, 
acceleration, or other advancement of maturity, as provided for in the Notes, and when 
referring to interest on the Notes shall mean the stated date for payment of interest; and 
the terri: “Nonpayment” shall mean the failure of the Principal to have provided suffi- 
‘cient funds to the Trustee-for-Payment in full of all.principal and interest on the Notes 
which are ‘Due for Payment or to have provided sufficient funds to the Trustee for 
payment in full of the amounts required to maintain the Interest.Reserve Base Amount. 


This Guarantee is effective upon payment of the premium andi is noncancellable for 
any reason, including without limitation, the voluntary or involuntary commencement 
or maintenance of bankruptcy, reorganization or insolvency proceedings, assignment for 
the benefit of creditors by, for, or against the Principal; or any negligent misrepresentation 
or omission made by the Principal with reference to the issuance of this Guarantee. 


COMMERCIAL ACCEPTANCE CORPORATION AND SUBSIDIARIES 


NOTES TO FINANCIAL STATEMENTS—(Continued) 
December 31, 1984 and 1983 


NOTE F—NOTES PAYABLE (CONTINUED) 


The company issued real estate mortgage trust notes Series 300/301 to various investors collateralized 
by real property due October 31, 1984 with interest at 15% per annum. As of December 31, 1984, these notes 
were paid in full. 


The company issued insured investor notes as to interest and principal payments: Series 400/401 ‘to 
various investors collateralized by real and/or personal business property due SeniemPer 30, 1985 with 
interest at 13.5% per annum. 


During the year ended December 31, 1983, the company issued the following: 


1) Insured investor notes as to interest and priricipal payments Series 500/501 due March 31, 1986 with 
interest at 11.5% per anum; 2) Insured investor notes as to interest and principal payments’ Series 510/511 
due January 14, 1987 with interest at 11.5% per annum; 3) Collateral trust notes Series 600/601 -due July I, 
1984 with interest at 13% per annum paid in full at December 31, 1984; 4) Series 610 due October 31, 1984 
with interest at 13.5% per annum; 5) Series 100 due October 31, 1984 with interest at prime plus I, 
maximum 18% paid in full at December 31, 1984 and 6) Series 620 due January 31, 1985 with interest at 
13.5% per annum. 


During the year ended December 31, 1984, the company issued the following: 1) Collateral trust notes, 
Series 310, due September 30, 1987 with interest at 15% per annum; 2) Insured investor notes as to interest 
and principal; Series 630, due April 30, 1985, with interest at 12% per annum; 3) Insured investor notes as'to 
interest and principal, Series 640, due July 31, 1985, with interest at 14% per annum; 4) Insured investor 


‘notes as to interest and principal, Series 650, due September 30, 1985, with interest at 13% per annum; 6) 


Insured investor notes as to interest and principal, Series 670/671, due February 28, 1987 with interest at 


13%% per annum; 7) Insured investor notes as to interest and principal, Series 677/678, due March 31, 1986 


with interest at 134% per annum; 8) Insured investor notes as to interest and principal, Series 120, due April 
30, 1990 with interest at 1334% per annum; and 9) Collateral trust notes, Series 110, due February 14, 1986, 
with interest at 134% per annum. 


All of the above mentioned offerings are secured by both real and/or personal business property. 


NOTE G—DEFERRED INCOME TAXES 


Deferred income taxes are provided for the differences in timing of reporting transactions for financial 
statements and income tax purposes. The principal cumulative timing differences relate to the recognition of 
fees on loans as explained in Note A and California franchise tax. 


NOTE H—LEASE COMMITMENT 


The company currently leases its offices at $4,100 a month. The lease expires March 31, 1987. Rent 
expense for the years ended December 31, 1984 and 1983 were $77,671 and $22,659, respectively. 


NOTE I—OFFERING CIRCULARS 


The company had three offering circulars outstanding from prior years at December 31, 1983. A real 
estate mortgage trust note Series 300/301 to a maximum of $25,000,000, a floating rate collateral trust note 
Series 1980 to a maximum of $20,000,000, and a real estate mortgage Series 400/401 to a maximum of 
$5,000,000. 


The company, during the year ended December 31, 1983 and six additional offering circulars; notably, 
insured investors notes Series 500/501 and Series 510/511 at a maximum $5,000,000 each; collateral trust 
notes Series 600/601 at a maximum $1,000,000; collateral trust notes Series 610, Series 100 and Series 620 
all at a maximum $2,500,000.each. 


COMMERCIAL ACCEPTANCE CORPORAION AND SUBSIDIARIES 


NOTES TO FINANCIAL STATEMENTS-—(Continued)- 
December 31, 1984 and 1983, 


NOTE I—-OFFERING CIRCULARS (CONTINUED) 


During the year ended December, 31, 1984, the company. issued the following offering circulars: 
1) Collateral trust notes, Series 310, at a maximum of $10, 000,000; 2) Collateral trust notes; Series 110, ata 
maximum of $2, 500, 000; 3) Insured investor ‘notes, Series 630, at ‘a maximum of $2,500 000; 4) Insured 
investor notes, Series 640, at a maximum of $2,500,000; 5) Insured investor notes, Series 650, ata maximum 
of $3: 000,000; 6) Insured investor notes, Series 665/666, at a maximum of $2,000,000; 7): Insured investor 


hye 


notes, Series 670/671, at a maximum of $3,000,000; 8) Insured. investor notes, Series 677/678, ata maxi-. 


mum of $1,000,000; and 9) Insured investor notes, Series 120, at a maximum of $7,000,000. 


The proceeds are derived principally from qualified corporate-pension and profit sharing trusts and 
other. institutional investors. The company has entered into indenture agreements with First California 
‘Surety Corporation a, wholly-owned subsidiary), Fidelity National Trust, Company and California First 
Bank, Tespectively, for the protection of investors under each program. 


» .All proceeds are being loaned to client borrowers and are collateralized by income producing real estate 
and other business assets: 


NOTE J—INCOME TAXES 


‘The company did realize a tax beriefit during the year ended December 31, 1984 of $21 :000 from its net 
opérating loss catryforward of approximately $48, 000 and unused investment tax credits of $5,400. 


NOTE K—CASH | ; i 

‘Included in this balance are undrawn investor funds held in trust by the First California Surety 
Ba roaion (a wholly-owned subsidiary), Fidelity National Trust Company and California First Bank. As 
of December'3I, 1984°and-1983, the ‘amount in trust totalled. approximately $1,528,200 and $I, 142 000, 
respectively. 
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DESIGNATION OF SERIES 


a 2078F 
Insured: Collateral Trust Notes 


Commercial Acceptance Corporation (the “Company”) hereby designates Insured Collateral Trust Notes, Series 
2078F for inclusion as Collateral Trust Notes subject to the provision of that certain Collateral Trust 
Agreement (the “Agreement”) between the Company and United Security Trust Company, as Trustee, dated 
June 17, 1985. As more fully described in the Notes, this Series will have the following key terms: 


A. The Company’ has authorized the issuance, from time to time, of not more than $1,000,000.00 
aggregate principal amount of its Insured Collateral Trust Notes, Series 2078F 


B. Rate of Interest. The rate of interest shall be Prime Rate + 1% pérlantium. This rate will be adjusted 
on’the first day of each calendar quarter based upon the Prime Rate onthe last business day of the 
preceding calendar quarter. The rate of interest, however, shall be no less than 10% per annum, and 
no greater than 15% per annum. 


C. Payment Terms. Payment of interest shall be made on the last day of January, April, July and 
October in each year. 


D. Maturity, Date. The Notes shall mature as to payment on July 31, 1988. 


E. Insurance. The Company has in force an Interest and Principal Surety Bond (the “Bond”) issued by 
Busicorp S.A.R.L., Luxembourg, as agent for International Reinsurance of Luxembourg S.A. (the 
“Surety”) that has a reinsurance treaty with ‘A.A.E.P.. Management representing the Luxembourg 
Reinsurance Pool whose individual members are equivalent to an A.M. Best rating of A 12 or better. 


F. The California Corporate Securities Act of 1968, section 25102(e) and 25102(f) allows the Company, 
at its discretion, to accept Subscriptions on a limited basis from KEOGH plans, IRA’s, Corporations 
and accredited individuals who meet the accepted suitability standards for this investment. 


NO SALESMAN OR ANY OTHER PERSON HAS BEEN AUTHORIZED TO GIVE ANY INFOR- 
MATION OR TO MAKE ANY REPRESENTATIONS OTHER THAN THOSE CONTAINED IN THIS 
OFFERING CIRCULAR IN CONNECTION WITH THE OFFER CONTAINED HEREIN, AND, IF 
GIVEN OR MADE, SUCH.INFORMATION OR REPRESENTATIONS MUST NOT BE RELIED UPON 
AS HAVING BEEN AUTHORIZED BY THE COMPANY. THIS DOES NOT CONSTITUTE AN OFFER 
TO SELL OR THE SOLICITATION: OF ANY OFFER TO BUY IN ANY STATE OTHER THAN THE 
STATE OF CALIFORNIA. 


© 1985 Commercial Acceptance Corporation 
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COMMERCIAL ACCEPTANCE CORPORATION 
INSURED COLLATERAL TRUST NOTES 


Series 2078F 


RATE OF INTEREST: PRIME RATE+ 1% PER ANNUM 
(10% PER ANNUM MINIMUM) 


Interest Payable Quarterly 
or 
Compounded to Maturity 


United Security Trust Company, Trustee 


$25,000 Minimum Purchase 
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